N ".DEPARTMENT OF THE, TREASURY
. ."INTERMAL REVENUE SERVICE ° -/
" . WASHINGTON, D.C. 20224

te: December172002 - Contact Person:

I
Identification Number:

I :
Contact Number: -

Employer ldenﬂt‘ cation Number _

Applmnt:

Ws have oonsndered your appllaatlon for reoognnbn of exemption from federal income iax -
section 501(a) of the Internal Revenue Code as &n organization deseribed In section ’
504( X4).- Based on the. Inforiation. submitted, we have concluded that you do not qualtfy for -
: under that sedlon Tho basls for our condusnon is set forth bslow.

FACTS

e  You were mcorporated on_ and applled for recogniuon under section
.. .501(¢¥4) of the Code as a soclal welfare orgamzahon Your Articles of Ineorporatnon state that
your purposes are: .0 - :
AR AR To promote and encourage the preservation of open space agncultural lands - -
- and.natural | ical systems- mﬂw elsewhere in
- ,in cooperatuon with other non-profit: oorporations )

.having similar goals; °
. To acquire, lease, sell or orlhermse deal w:th tracts of rural or: undeveloped Iand :
including sale or donation of land to other non-profit organizations; and . -

- o TJoe in any other lawful- purpose or purposes permitted under the
ﬂ Non-Profit Corporation. Law of I, as amended. '

Your by-laws state that you shall have no members and that your affairs shall be .
d and all corporate powers shall be exercised by or under the direction of your Board

who shall consist of nat: ewerthanmreepersons,amjontyofmmshallbe
W Since your incorporation, you havé had ority three
8 of' isareath:r,andonepfwhomistheonly certified public accountant in

rder to accomplish this, you intend to organize limited Ilabullty partnershlpg-; (LLPs) with




-;m gl l loeal msldents to buy or otherwnse acquire.rights to land, subdivide it and sell it,

.-.-perhaps. encumbered by conservation easements and other devices. You have descﬂbed

b the and sellmg land as your only activity, and your.only source of revenue. -Yoi: will attempt
1 o p & local property-that Is not covered by a conservation easementonly after the

an organization recognized as exempt under saction 501(c)(3) of the
to protect agricultural lands, has falled or been unable to act. You will “aftempt.to

* stiade” the owner to sell 1o You Instead of to a developer. The "land will be acquired using

AP for-each plece of property” and you “anticipate it will require twenty or more partners to
3 an acquisition.™ - You will then “attempt fo resell it as «quickly as possible to a buyer or
s interested in eonservmg the-property. However, “it msy be necessary to divide larger
is into several smaller units.” A sample parthership agreement that you submitted states.
g purpdse: . “to assist in the preservation of such property by substantially and permanently
imitiag the ‘extent to which the Tract may be subsequently developed.” It appears from the -

) --"ap iration that you expect to subdivide: parcels and to sell.them to ordinary purd'naserswho ‘
presumablyusethemforresldenmorcommrualorretailpurpose :

You state that your ¢ (r)evenue will be generated by the reeale of acqurred pmperty You,
engagelnanyoﬂreradmﬂes S

i your letter dated — you state that you will choose the land to acquire

L "u'sl the guidelines established by the Land Trust Aliiance Standards and Practices
. -Guidebook, andthatyou wilt not be involved unﬂlthe Conservation Committee and the Land
- Trusti*have evaluated” a property. (The Conservation Committee, appointed by the Township

‘Supefvisor, is primarily responsible for educating the community regarding conservation.

. - 0ppo mbesandomlons) .You stated that the “final determination” will be made by the . ;
- investo -ifenoughpeopleintheeommunnywanttopurchasemeland theywﬂllnvestlnthe

3-1,«.

Artrcle 8of the Partnership agreement oentams the allocations of profits and: iosses Al
of the net proceeds are-allocated to the investors until initial capital investments are repaid, then
until 5 speclﬁed percentage return on initial investment is achieved. Thereafte‘h.Qement of

. the prpceed areauocatedtothenm:tedparmersand.percenmyou Spedial allocations are
---- butnotspecrﬁed _

Yeu are narned as managmg partner. However, Article 19.7- allows partners holding
irds of the capital of the partnesshrptoamendoraltermeagreementatanyhme

i ' Xl amendmﬂ\eaummlyoonfenedonhegeneralparmer

A

' Secdon 501(c)(4) of 1he Code provides: 1hat organizations not orgamzed for profit but

opes exclusively for the promotion of social welfare may be exempt from taxation so long as
no of the net eammgs of such entrly inures to the benefit of any private ¢ shareholder or
mﬁ:_ .

‘Saction 1.501 (c)(4)'-.‘i ofthe Income Tax Regulations defines operated exdusively for the T




........

o of social welfane as bemg pﬂmanly engaged in promoting-in some.way.the common

. and generalwetfare of the people of the community for the purpose of bringing about civic
X mS and sodal lmprovemenus :

a pubhcbeneﬁt It added a definition of “qualified conservation contribution” to the
of land for’ speeiﬂed purposeés:

-general public; .

Loy ’_thepmtedlonofa relatlvely natural habitat of fish; wildlife, or plants, orsmular o

ecosystem, ..
Wy - the preservation of open space (lndudmg farmland and fonast land) where such
"..~'."preservaﬂm19-— : v
- =" a. for the scenic enjoyment of the general publuc, or
" b. ’pursuant to a clearly delineated Federal, State, orlocal govemmental
0 conservation policy, and will yield a significant public benefit, of
|- v the prwervahon of an historically important land area or a certified higtoric ..

In Peoples Educatlonal Camp Soaety. 331F.2d 923 (Zd Cir. 1964) the eourt held that

* i7" althaggh an organization fecognized as exempt under 501(c)4).of the Code may-canduct a

siess, the business activity may not be so substantial that the business rather than socnal
Fe isthemmalypurposeoﬂhe orgamzauon

en to all in @ palﬁculareommunuy for a fee. - The organization purchases unimproved lots
sefis some of the proparty on'a sporadic: basis. The oorporahon occasionally: distnbutes

Revem:eRulmg 76—204 1976-1.C.B. 152,analymthepubhc benefit of land-

sservation. Ar organization formed by scientists, educators, conservationists as well as

' umtyrepmanhﬁv%worksdoselywlm govemments at alf levels to identify- “ecologically
ifjcant” tracts. ltisreoognlzedasexemptundersecbon5D1(c)(3)oftheCodebemuse|t -
= andmammlandoruansfa'slttostataorfedemlgovemmems ;

o RevenueRulmg 78-384 1978—20B 174 ontheotherhand holdsthatagroupthat
wneg ordmryfatmlandandintendedmresmansusehofannmandoﬂ‘erusasmatthe

zatio deemedeoologmlly suitable is not preserving land of any “distinctive-ecological - |
ignik :~ " Therefore, mabeneﬁttothepublicfvomﬂ)eself-lmposedresmchonon%own

-' Sechon 170(h) of the Code indicates ‘what conservation activities Congress regards as -
n cantroling deductions for charitable contributions. It provides a charitable deduction for
.3) . - the preservation of land areas for outdoor recreation by, or.the education of the :

| Revenue Rullng 69-385 1969-2 C.B.123, consnders a eorporation in whuch membershlp T

e Rey_e_nug Ruﬁng 81-116, 19811 C.B. 333, hods that an.organizationvﬂ'na.t‘pr;svides frce -




R u pa ki 0 m‘a city: qualrﬂes for exemptlon under section 501 (c)(4).of the Code. The organization’s.

menbérs are businesses, churches civic organizations, and. rnterestad individuals constituting a
- broag spectram of the'community. It promotes the common good-by relieving congestion and -
. increg paironageofmecrty butdoesnotconduetabusinesbemusertpmvldesfree
i arking, nor does it. favor members by the location of parking. .

Revenue Rulrng 98-15 1998-1 C.B. 718, discusses participation by exempt .
lzaﬁons in partnerships with for profit entities. In order.to-protect the exempt status of the‘
agization under- section 501(c)(3.of the Code, the partnership must be organized and

opel " ed to promote the exempt purpose of the exempt partner and to allow it to continue to
-+ - conduict exempt activities exclusively. - Structural elements that permit the exempt organization
+ . to'coptrol the activities of the partnership are mandatory, as are structural protectrons of the
Lo exe torganizahonsassets . : '

ANALYSlS

Under the facts presented we conclude that you do not qualify as exempt from taxation .
sf section 501(c)(4) of the Code. . The real estate development you plan will not promote
al welfare because the lands are not considered to be environmentally significant and their
vill not be preserved for the public. By your own admission, your primary.activity is the
+, . .condyct of a commercial business: real-estate development, rather than promoting the general
"~ welfafe. Fihally, the buying and selling of land through limited liability partnerships with pnvate
T inve presents a posslblllty of inurement and. pnvate benefit.

. | “Inf order'to be recognized ‘as exempt under section 501(c)4) of the Code .an :
- organize tion must be not organized for profit but operated exclusively for the promotion of social
welfefe. The regulations elaborate upon the statutory definition of social welfare by explaining

. __ that means primarily engaged in promoting in some way the common good and general -

welfare ofthepeopleofmecommunuyforme purposeofbﬂngrng about civic betterments and
1+ social improvements. The emphasis on the “comimon” good and the “general” welfare

L distinguis %ac@ptabbbeneﬁtstohegeﬂerﬂpubhcmaparﬂmhrooMumtyfrom

. organiz s that benefit a select few. Land preservation certainly may result in benefitsto a
7 commg nrly Congress has encouraged pressrvation of natural environments in-a number of

. sta IS, Thereeueiswheﬂrer you are organized to provide such a benefit to your conmumty

c One u’nportant cntenon used to drshngursh a beneficial preservation program is the kind
' ofl i preserved and the way In which it is.chosen. As described in Rev. Rul. 76-204, .supra,
- .. anh onganization that works closely with governments at alt levels to identify "ecologically s
.~ significant” lend is exemptl. -Conversely, a group that is not preserving land of any “distinctive
- ecold ioel significance” and that provides only an indirect and insignificant benefit to the public
" from i self—rmposed restriction on its own land does not wamant tax-exempt status. Uniike the

- _ ﬁrst OfgE . you do not plen to identify eoologmlly significant land either by reference to a

) delineatedgovenmentpoucy nor by the recommendation of objective and
"~ - knowledgeable advisors. Yourplansmedoselyr&semblemeseoondgroupmthemdlrect
©  benefit to the publrct!wwghsomereehchonsonordmaryland




" L ::" . o .5 -
. ‘..‘“, _‘.'-.‘_-.%.'5-'-. ." . - .

o In 1980 Congress addressed the issue of when preseryation of land is a publnc beneﬁt

. by aspiend mg section-170 of the Code to provide a ‘charitable contribution for a qualified

" Cof v: =3 oonmbu'aon The committee report specifically conditioned the allowance ofa

- deduttion upon.a oonhbuhon -of lanid that would resuilt in.a public benefit. “The preservation of
ang Of lnary tract of land would not, in and of itself, yield a significant public benefit, but the

' présigevation of ordinary land areas in conjunction with.other factors that demonstrate significant
pub i benefit or the preeervabon of a unique land area for public enjoyment would yield a

_' sagn cant publ:c beneﬁt.‘ Senate Report No. 96-1 007, 1980-2'C.B. 603, 605.

You have not demonstraﬁed any ‘common good or general welfare of the people of the
community-that would result from your activity. The information that you have submitted does
_not idéntify land that has historic; ecological, or agricultural significance. Youiintend to-rely on
: the assessments of other bodies and that of individual investors who have ho reeponslb’lrty to

- prompie 1he good of the coriimunity as a-whole. You do-not mention:a “Clearly delineated .
en menml conservation policy” as a basis for your acquisition decisions. It appears that

," : - ybu spend much of your tlme and effort onland leckmg in significance for the commumty '

_ You do not explaln how ihe community would beneﬁt after. the sale of the land: by pubhc
. 8cces oraclenﬂﬂcaooesstothe land, for example. You do not intend to préserve.the.land, but
. Tathef to sell it to developers or owners who may build upon it even though they may be .-

" “Interbsted” in conserving the land. The fact that the tracts that you sell would be somewhat . -
Iarg than a developer would decide to sell does not constitute a public benefit if the. lands are
sﬂll irely private and not preserved. You assume that the community as a whole would- - -
.~ benefit from:slower growth, and by restricting new housing to large parcels of land, -but do not-

- substantiate this assumption. You have not provided evidence that your activities will bring
abot dvic bet&ennems and socaal lmprovement \mthln the meanmg of section 501 (c)(4) of the

e Unlike the mganizauon in Rev. Rul. 81-116, supra, you have no membershnp, and a very
. “smalitBoard of Directors. The broad community involvement in-that caise resulted in‘benefits for
" the etiro city: Increasedpaunnageofﬂledmnmmngeneralanddeaeased congestion, in.

'.'. add ibn o free-parking for all. Youruseofpartnershlpsmakayoumorallkemeorgamzatlon

- descrbed in Rav. Rul. 69-385, supra, that distributed the profitfromlandthatitbought and
. sold Bohyouandyourpartnerswillproﬁtfmnyourrealestateﬂansam o

- Efyouareoonduchngabuslnessasyourprimaryaetwdy youmnnotbesaldtobe
_operated exclusively for the promotion of social welfare within the meaning of section 501(c)(4)

- of the-Code. Although an organization recognized as exempt under section 501(c)(4). may

, ge In business activities, these activities must not be o substantial that the business rather
il than ocial welfare is the primary activity of the organization. See People’s Educational Camp

, supra. By your description, you plan to engage in activity sumnlartocommeraal
de e rsandﬂxatachvrtymllbeyoursdeacﬁvny O

S Your ovgamzational structure provides a significant potential for lnurement. Of your .
o ' ‘three directors, one is'a CPA and another is a realtor. Constructing LLPs and sélling real
. - estate could resumn bus:nessfor both of them. -Your confiict of interest provision is.not: -




." andjbe counted In the Guorum, 0 long as he discloses the facts. -Because you have only three
diregtors, there Is no real posslbility of independent judgment on such a matter. -Another
possibillty Is that a deal would affect land owned by one of the directors. The organization could
- . proaice asubstantual benefit to a director by changing or reducing the develOpmentofa parcel
.. of land lnthevu:nltyof land owned by the director. In answer to a- question about this, you

L+ vepled ﬁnsunpowbletosaywheheranquisuﬁonsandeasememswouldaffectboard

¥

o TheLLPstmough whuchybuintend toopemlealsoposeanskofprwate ‘benefit. The
. partnership agreemenit I not restricted to exempt purposes. The partnership is-structured to
. Fepgy caplitak investments and then make a ratum on investment to the private investment. In

. addiion to" the ﬂnanclal benefit, the investors will have the ability to impose limits on'the

‘devglopment most likely benefit themiselves and the owners of adjacent tracts of land. (whe are -
- llk to be the same people ) Thus, you will lend your narne, your aura of public'benefit, and the
by yeur directors to buy and sell the land ina manner that-may benefit private. Individuals.

_ . Fortl'mereasons,youdonotpmmtesoaalwelfareandthecommongoodofme .
. community. vithin the meaning of section. 501(c)4) of the Code because your priméry: purpose
- I5 byying and selling of fand in the manner of, and in competition with, commercial developers,

RS and ‘yourproposedoperatlonpreséntsﬂwpossibmtyofmurementtotlwdlrectusand

te beneﬁt to lndeual Investors and land owners. |

T ly. youdonotqualifyforexemphonasanorgamzauond&embed insectmn _
’ 501 )Q4)ofmecodeandyoumustﬁlefederalmcomehxremlns '

e You have the nght to protest thls ruling if you believs it is incomrect. To protest you should

- subspit a statement- of your views to this-office, with a full explanation of your réasoning. This

statement, signed. by ore of your officers, must be submitted within 30 days from the date of this
ette Youalso have a right to a conference in this office after your statement is'submitted.. .

You must request the conference, if you want one, when you flie your protest statement. If you

, aref berepresentedbysomeonewhownotoneofyourofﬁcers that person will need to fiie a
. proper power of athomey and otherwise qualrfy under our Conference and Practices

. '-.Req remenis

2. lfwedonothearﬂ'omyouwmnsodays,thlsmlmgml!beoomeﬂnalandacopywﬂlbe

. forwarded to the Ohio Tax Exempt and Govermnment Entities (TE/GE) office. Thereafter, any
quesgtions aboutywrfederaﬂtmmtaxsﬂhxsshouldbedmdedtomatofﬁce either by calling
877829-5500 (a toll free number) or sending comespondence to: Internal Revenue Service,

'lElECustmterSemee PO Box2508 Chdnnaﬁ ‘OH 45201.

s ‘” B m prevent thls bewuse It allows the durector with 8 oonﬂlct to. parhcnpate in discussion -




. Z.‘ are

When sending additional letters.to us.with respect to this case, you will expedite their

e ‘ raorflpt' by faxing them-to 202-283-8937 or by using the following address:

Internal Revenue Service
TE/GE G O
*. 1111 Constitution Ave, N.W.
Washington, D.C. 20224
If yéu'has}e any qu&ctoons please contact the person whose name and telephone number
shown in the heading of this letter.
. » Sincerely,
Iy

—————

Acting Manager
Exempt Organizations
Technical Group 2




